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STATEMENT AS OF MARCH 31, 2006 OF THE Premier Behavioral Systems of Tennessee,
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Current Year Prior Year Ended
To Date December 31
Cash from Operations
1. Premiums collected net of reinsurance. 60,345,768 24,838,700
2. Net investment income ___ LA08,625 F 746,465
3. Miscellaneous income 0 0
4. Total (Lines 1 to 3) 60,754,393 225,585,165
5. Benefits and loss related paymen\s . 43,764,289 189,005,562
6. Net transfers 1o Separate, Segregated Accoun(s and Protected Cell Accounts, 0
7. Commissions, expenses paid and aggregate write-ins for deductions 6,241,162 21,750,806
8. Dividends paid to policyholders . 0
8. Federal and foreign income taxes paid (recovered) $ -.net of tax on capital gains (losses) 0 i
10. Total (Lines 5 through 9} 50,005,451 210,756,368
11. Net cash from operations (Line 4 minus Line 10) _ R 10,748 942 14,828,797
Cash from Investments
12. Proceeds from investments sold, matured or repaid:
12.1 Bonds 2,395,000 3,320,000
12.2 Stocks g 0
12.3 Morigage loans .0 0
12.4 Real estate .. ; 0 0
12.5 Other invested assels TN 0 0
12.6 Net gains or {losses) on cash, cash equivalents and short-term investments .0 0
12.7 Miscelianeous proceeds 0 0
12.8 Total investment procesds (Lmes 12 1 to 12 7) 2,395,000 ...3,320,000
13. Cost of investments acquired (fong-term only):
13.1 Bonds . 2,368,525 ..3,288,925
13.2 Stocks SR 0 0
13.3 Mortgage loans 0 D
134 Real estate ... S 0 a
13.5 Other invested assets ..., -0 0
13.6 Miscellaneous applications ... 0 0
13.7 Total investments acquired (Lines 13.1t0 13.6) ... 2,368,525 3,288,925
14. Netincrease (or decrease) in contract foans and premium notes . 0 g
15, Net cash from investments (Line 12.8 minus Line 13.7 and Line 14) 26,475 31,075
Cash from Financing and Miscellaneous Sources
16. Cash provided (applied):
16.1 Surplus notes, capital notes ... .8 0
16.2 Capital and paid in surplus, less treasury stock 0 0
16.3 Borrowed funds . y 0 ]
16.4 Net deposits on deposit-type con(rac‘ts and o(her insurance Ji e 0
16.5 Dividends to stockholders 0 g
16.6 Other cash provided (applied).... 0 g
17. Net cash from financing and mlscellaneous sources (Lme 16.1 through Line 6.4 minus Line 16. 5 plus Lme 16.6) 0 g
RECONCILIATION OF CASH, CASH EQUIVALENTS AND SHORT-TERM INVESTMENTS
18. Net change in cash, cash equivalents and short-term investments (Line 11 plus Lines 15 and 17) ... 10,775,417 14,859,872
18. Cash, cash equivalents and short-term investments:
19.1 Beginning of year 29,693,755 14,833,883
18.2 End of peried (Line 18 p[us Lme 18.1) 40,469,172 29,693,755
ote: Supplemental disclosures of cash flow information for non-cash transactions:
20.0001. Conversion of debt to equity.. 0 0
20.0002. Asseis acquired by assuming directly related habm EI@S. s 0 0
20.0003. Exchange of non-cash assets or liabilites 0 0




STATEMENT AS OF MARCH 31, 2006 OF THE Premier Behavioral Systems of Tennessee, LLC

NOTES TO FINANCIAL STATEMENTS

Note 1 - Summary of Significant Accounting Policies

The accompanying fiancial statements of Premier Behavioral Systems of Tennessee, LLC (the “Company” or “Prernier”)
have been prepared in conformity with the National Association of Insurance Commissioners (NAIC) Annual Statement
Instructions, the NAIC Accounting Practices and Procedures Manual and the accounting practices prescribed ot permitted
by the State of Tennessee Department of Commerce and Insurance, which represents a comprehensive basis of accounting
other than generally accepted accounting principles (GAAP).

Note 2 - Accounting Changes and Cotrections of Errors

No significant change.

Note 3 - Business Combinations and Goodwill

No significant change.

Note 4 - Discontinued Operations

No significant change.

Note 5 - Investments

No significant change.

Note 6 - Joint Ventures, Partnerships and Limited Liability Companies

No significant change.

Note 7 - Investment Income

No significant change.

Note 8 - Derivative Instruments

No significant change.

Note 9 - Income Taxes

No significant change.

Note 10 - Information Concerning Parent, Subsidiaries and Affiliates

Premier is 50% owned by Premier Holdings, Inc., a wholly-owned subsidiaty of AdvoCare of Tennessee, Inc. ("Advocare™),
which is a wholly owned subsidiaty of Green Spring Health Setvices, Inc, which in turn is a wholly owned subsidiary of
Magellan Health Services, Inc. (“Magellan™). The temaining 50% interest in Premier is owned by Columbia Behavioral
Health, LLC ("CBH").

The Company was organized in May 1996 by Premier Holdings, Inc., CBH, and Managed Health Network, Inc. for the
purposes of contracting with the State of Tennessee Department of Mental Health and Mental Retardation to deliver mental

health and substance abuse services to participants of TennCare.

The company holds no investments in any affiliated companies and makes no guarantees nor does it partake in any
undertaking for the benefit of any affiliate.

Note 11 - Debt

No significant change.

Note 12 - Retirement Plans, Deferred Compensation, Postemployment Benefits and Compensated Absences and Other

Postretirement Benefit Plans

No significant change.
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STATEMENT AS OF MARCH 31, 2006 OF THE Premier Behavioral Systems of Tennessee, LLC

NOTES TO FINANCIAL STATEMENTS

Note 13 - Capital and Surplus, Shareholders’ Dividend Restrictions and Quasi-Reorganizations

No significant change.

Note 14 - Contingencies

No significant change.

Note 15 - Leases

No significant change.

Note 16 - Information About Financial Instruments With Off-Balance Sheet Risk and Financial Instruments With
Concentrations of Credit Risk

No significant change.

Note 17 - Sale, Transfer and Servicing of Financial Assets and Extinguishments of Liabilities

No significant change.

Note 17C — Wash Sales — The Company had no Wash Sales during the quatter.

Note 18 - Gain or Loss to the Reporting Entity from Uninsured Plans and the Uninsured Portion of Partially Insured Plans

No significant change.

Note 19 - Direct Premium Written/Produced by Managing General Agents/Third Party Administrators

No significant change.

Note 20 - September 11 Events

No significant change.

Note 21 - Other Items
Effective January 2006, TennCare amended the risk sharing terms of the contract. TennCare will share in risks and gains

only if the medical loss ratio is above ninety-one percent ot below cighty-five percent. Otherwise, the contract is at full risk
to the Company.

Note 22 - Events Subsequent

On Aptil 7, 2006, TennCare issued a Request for Proposals (“RFP™) for the management of the Integrated delivery of
behavioral and physical medical cate to TennCare enrollees in the Middle region by managed care organizations. TennCare
has indicated that the start date of any such contract awarded pursuant to the RFP is expected to be April 1, 2007. The
Company’s current contract to cover members in the Middle region runs through the June 30, 2007. Should the
implementaton of the integrated Middle region service delivery systern occur prior to the expiration of the current contact
term, the management of the Company believes that TennCate will amend the contract to assign the Middle region members
to the new managed care organization.

On April 11, 2006, Premier Holdings, Inc. purchased Columbia Behavioral Health, LLC’s fifty percent ownetship interest in
the Company.  As of April 1, 2006, Premier Holdings, Inc. has full ownership interest in the Company. The transaction was
approved by the Department of Commerce and Insurance.

On April 13, 2006, the Company paid a $2,300,000 dividend to Premier Holdings. The transaction was approved by the
Department of Commerce and Insurance.

Note 23 - Reinsurance

No significant change.

Note 24 - Retrospectively Rated Contracts & Contracts Subject to Redetermination

No significant change.
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STATEMENT AS OF MARCH 31, 2006 OF THE Premier Behavioral Systems of Tennessee, LLC

NOTES TO FINANCIAL STATEMENTS

Note 25 - Change in Incurred Losses and Loss Adjustment Expenses

No significant change.

Note 26 - Intercompany Pooling Arrangements

No significant change.

Note 27 - Structured Settlements

No significant change.

Note 28 - Health Care Receivables

No significant change.

Note 29 - Participating Policies

No significant change.

Note 30 - Premium Deficiency Reserves

No significant change.

Note 31 - Anticipated Salvage and Subrogation

No significant change.
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